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SUBJECT: Enpl oyer Provided Public Transit Passes Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow a credit equal to 40% of the cost paid or incurred
by an enpl oyer for providing subsidized public transit passes to an enpl oyee.

EFFECTI VE DATE

This bill is a tax levy and woul d be effective i mediately upon enactnment. It
woul d apply to taxable or incone years beginning on or after January 1, 1999, and
bef ore January 1, 2004.

LEG SLATI VE H STORY

AB 1463 (Stats. 1989, Ch. 1227), AB 29 (Stats. 1990, Ch. 30), AB 913 (95/96),
AB 171 (1997), AB 1702 (97/98).

PROGRAM HI STORY

Prior state |law all owed enployers a ridesharing tax credit with two conponents.
Enpl oyers were allowed a tax credit equal to 10%to 40% of the cost of providing
subsi di zed public transit passes to enpl oyees, dependi ng upon whet her the

enpl oyer offered free or subsidized parking. The second conponent was a tax
credit for the purchase or | ease of shuttle or commuter vehicles as part of an
enpl oyer - sponsored ridesharing incentive program The credit was 20% for an
enpl oyer with 200 or nore enpl oyees and 30% for an enployer with fewer than 200
enpl oyees.

Prior state |law also provided a transit-related tax credit to enpl oyees equal to
40% of the subscription costs paid or incurred for participation in a non-
enpl oyer - sponsor ed vanpool program

The above credits were allowed for taxable or income years begi nning on or after
January 1, 1989, and before January 1, 1996.

SPECI FI C FI NDI NGS

Federal |aw does not provide a tax credit for enpl oyee or enployer participation
in a ridesharing or vanpool program However, to the extent that a ridesharing
or vanpool programis a necessary busi ness expense, any cost incurred by

enpl oyers woul d be deducti bl e.
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Federal and state |laws allow enpl oyers to deduct the cost of providing transit
passes to enpl oyees as a busi ness expense.

Exi sting federal and state |aws all ow enpl oyees certain exclusions from gross
incone for the value of enployer-provided conmuter transportation, transit
passes, or qualified parking. Enployees generally cannot deduct their regular
costs of comuting to and fromtheir place of business under either federal or
state | aw.

Current state law allows an enpl oyee to exclude from gross i ncome conpensation or
the fair market value of any benefit (except salary or wages) received froman

enpl oyer for participation in any ridesharing programin California including the
value of a nonthly transit pass for use by the enployee or his or her dependents.

Under the PITL and B&CTL, this bill would allow a credit equal to 40% of the cost
paid or incurred by an enpl oyer for providing subsidized public transit passes to
an enpl oyee.

For purposes of this bill:

“empl oyer” woul d nmean a taxpayer, except a governnental agency, who enpl oys an
enpl oyee and for whom services are perforned by that enpl oyee; and

“enpl oyee” would nmean an individual residing in California and enpl oyed by the
t axpayer who perforns at |east 10 hours per week of service for the taxpayer
for renuneration.

The credit allowed by this bill would be in lieu of any deduction to which the
t axpayer woul d otherwi se be entitled for costs on which the credit is based.

In the case where the credit all owed exceeds the amount of tax, the credit could
be carried forward in the follow ng “years” and the next 10 “succeeding years” if
necessary, until exhaust ed.

Since this bill does not specify otherw se, the general rules in inconme tax |aw
regardi ng the division of credits between taxpayers who share in the costs would
apply. This credit would not reduce regular tax below tentative mninmumtax for
alternative mninumtax purposes.

The California Research Bureau would be required to submit a report to the
Legislature on this credit by January 1, 2003. This provision is not discussed
inthis analysis as it does not inpact the departnent.

Pol i cy Consi deration

By disallow ng a deduction that is allowed by federal law, the bill would
create a state/federal difference which requires adjustnents to incone.
However, allow ng both the deduction and the credit woul d provide a double
tax benefit.

This bill would require that an enployee reside in California to make a
taxpayer eligible for a credit. A requirenent that an enployee reside in
California may be subject to constitutional chall enge under the Commrerce

O ause of the United States Constitution. A different nmethod m ght require
t hat enpl oyees be enployed in California for the enployer to claimthe
credit.



Senat e
I ntrod
Page 3

Bill 17 (Figueroa)
uced Decenber 7, 1998

| npl ement ati on Consi deration

I mpl ementation of this bill would occur during the departnent’s nornal
annual system updat e.

Techni cal Consi der ati ons

The word “of” in front of the description of the amobunt of credit that would
be all owed under both PITL and B&CTL is unnecessary and differs from
standard credit | anguage. Anendnents 1 and 3 would delete this unnecessary
and potentially confusing word.

The | anguage regardi ng the nunmber of years that the credit may be carried
over is unclear and potentially confusing. Anendnents 2 and 4 would clarify
that the credit may be carried over for 11 years, or until exhausted,

whi chever occurs first.

FI SCAL | MPACT

BOARD

Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

This bill is estimated to inpact PIT and B&CT revenue as shown in the
foll owi ng table.

Fi scal Year Cash Fl ow
Ef fective 1/1/99
Enact ment Assumed After June 30, 1999
$ MIlions
1999-0 2000-01 2001-02
($2) (%$2) (%$2)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

The revenue inpact of this bill will be determ ned by the nunber of
enpl oyers that are providing subsidized transit passes and the average
anount of credit appli ed.

The above estimates are based on state tax return data for the previous
transit pass tax credit of an average of 30%credit anount. The previous
i npact was increased to reflect the 40%credit allowed in the bill. The
total credit amount was grown to reflect 5% annual growth rate and cost
changes in transit passes.

POSI T1 ON

Pendi ng.
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PROPOSED AMENDMENTS TO SB 17
As | ntroduced Decenber 7, 1998

AMENDMENT 1

n 1]

On page 2, line 2, strike "of

AVENDMENT 2
On page 2, strike lines 7 through 9 and insert:
“net tax” in the follow ng year and succeeding 10 years if necessary, or unti

the credit has been exhausted, whi chever occurs first.

AMENDMENT 3

On page 2, line 29, strike "of

ANVENDVENT 4
On page 2, strike lines 34 and 35, and insert:

in the follow ng year and succeeding 10 years if necessary, or until the credit
has been exhausted, whi chever occurs first.



